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The Accounting Officer 
Alfred Nzo District Municipality 
Private Bag X511 
Mount Ayliff 
4735 

Date 13 December 2013 

Reference: 0Q795REG1213 


Dear Sir 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of Alfred Nzo District Municipality for the year ended 30 June 2013 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21 {1 ) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 12i(3) of the Municipal Finance 
Management Act of South Africa (MFMA), 

2. We have not yet received the other information that will be included in the annua! report with 
the audited financial statements and have thus not been able to establish whether there are 
any inconsistencies between this information and the audited financial statements and the 
reported performance against p re-determined objectives. You are requested to supply this 
information as soon as possible. Once this information is received It will be read and should 
any inconsistencies be identified these will be communicated to you and you will be requested 
to make the necessary corrections. Should the corrections not be made we will amend and 
reissue the audit report. 

3. In terms of section 121(3) of the MFMA you are required to include the audit report in the 
municipality's annual report to be tabled, 

4. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report is 
not a public document and should therefore be treated as confidential. 

5. Prior to printing or copying the annual report which will include the audit report you are required 
to do the following: 

* Submit the final printer's proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications, 

• The signature Auditor-G&nerat in the handwriting of the auditor authorised to sign the audit 
report at the end of the hard copy of the audit report should be scanned in when preparing 
to print the report, This signature, as well as the place and date of signing and the Auditor- 
General of South Africa's logo, should appear at the end of the report, as in the hard copy 
that is provided to you. The official logo will be made available to you in electronic format. 

6. Please notify the undersigned Business Executive well in advance of the date on which the 
annual report containing this audit report will be tabled. 


Audff/fjg lo bufid pi/bl(C confidence 
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7. Your cooperation to ensure that all these requirements are met would be much appreciated. 


Kindly acknowledge receipt of this letter. 


Yours sincerely 



>3 


Business Executive: ECBU 


Enquiries: Vicky Ntsodo 

TelsphonS. (043) 7O0 7200 

Fax: (043) 709 7300 

Email: vickyn@agsa.co.za 
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audiyor^oeneral 
SOUTH AFRICA 


Alfred Nzo District Municipality 

Audit Report 


REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL LEGISLATURE AND 
COUNCIL ON THE ALFRED NZO DISTRICT MUNICIPALITY 

REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS 

Introduction 

1 I was engaged to audit the consolidated and separate financial statements of the Alfred Nzo District 
Municipality as set out on pages ... to .... which comprise the consolidated and separate statement of 
financial position as at 30 June 2013, the consolidated and separate statement of financial 
performance, changes in net assets, comparison of budget and actual amounts and cash flows for the 
year then ended, and the notes, comprising a summary of significant accounting policies and other 
explanatory information. 

Accounting officer’s responsibility for the consolidated financial statements 

2, The accounting officer is responsible for the preparation and fair presentation of these consolidated 
and separate financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal 
Finance Management Act of South Africa. 2003 (Act No. 56 of 2003) (MFMA) and Division of Revenue 
Act of South Africa, and for such internal control as the accounting officer determines is necessary to 
enable the preparation of consolidated and separate financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-general’s responsibility 

3, My responsibility is to express an opinion on the consolidated and separate financial statements based 
on conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA), the general notice issued in terms thereof and International Standards on Auditing, 
Because of the matter(s) described In the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 
Payables from exchange transactions 

4, The municipality did not maintain adequate records over payables from exchange transactions. 
Consequently, 1 was unable to determine whether any further adjustments were necessary to trade 
payables of R124,4 million as disclosed in note 15 to the financial statements and to accumulated 
surplus, infrastructure assets, grant and subsidies paid, general expenditure and repairs and 
maintenance as a result of the following: 

• Records over retentions were not adequate to support the balance of R54 million nor to evidence 
that all contracts were included in the calculation thereof. 

• The value-added tax (VAT) accrual of R3 million was not calculated based on outstanding 
receivables and payables at year-end. 

• All amounts due and payable were not included in trade payables of R58,7 million, 

• Staff leave records were not adequately maintained. 

• Prior period adjustments were recorded against trade payables without sufficient supporting 
evidence. 

5, In addition, a duplicate transaction was recorded which incorrectly reversed the trade payables of R1 ,3 
million against the accumulated surplus opening balance. The opening balance of other creditors was 
incorrectly restated and as a result the current and prior year balances are understated by R2,6 million. 
The impact of these errors is that trade payables are understated by R1 ,3 million, other creditors by 
R2,6 million and accumulated surplus is overstated by R3,9 million. 



Property, plant and equipment 


6. Included in the prior year property, plant and equipment as described in note 2 to the financial 
statements, is capital work in progress for infrastructure assets. Sufficient appropriate evidence for 
work in progress capitalised in 2011-12 and included in the current year dosing balance was not 
provided for audit purposes. Consequently, I was unable to determine whether any adjustments were 
necessary to the current and prior year infrastructure assets of R1,7 billion (2012: R1,5 billion) as 
disclosed in note 2 to the financial statements. 

7. Moveable assets were found which had not been recorded in the current year amounting to R3,2 
million (2012: R2 million). Consequently, moveable assets are understated by this amount. In 
addition, duplicate assets amounting to R2,6 million were recorded in the 2011-12 year and included in 
the current year closing balance and consequently the infrastructure assets are overstated by this 
amount. 

Irregular expenditure 

8. The municipality did not have adequate systems in place to identify and disclose all irregular 
expenditure incurred during the year as required by section 125{2)(d)(i) of the MFMA. The irregular 
expenditure - current year, disclosed in note 36 to the financial statements, is understated in respect of 
amounts incurred during the year that were identified during the audit process. Furthermore, 1 was 
unable to obtain sufficient appropriate audit evidence for amounts totalling R33,3 million included in 
opening balance and carried forward into the current year. Due to the lack of systems in place and non- 
availability of sufficient appropriate audit evidence for all awards it was impracticable to determine the 
full extent of the understatement of the irregular expenditure disclosures for the current and prior period. 

I was unable to confirm the completeness of the disclosures by alternative means. Consequently, I was 
unable to determine whether any further adjustments were necessary. 

Unauthorised expenditure 

9. The unauthorised expenditure for the current year disclosed in note 34 of the financial statements is 
overstated by R7.9 million (2012; R2,1 million understatement) as the municipality based its calculation 
for overspending on the budget statement and not by vote, i.e. overspending per department. 

Commitments 

10. No contract management system was in place for the identification and recognition of capital 
commitments outstanding at year-end as required by GRAP 17 - Property^ plant and equipment. 
Commitments disclosed in note 28 are understated as all contract extensions made in respect of the 
awarded contracts and projects in progress have not been taken into account when determining the 
outstanding commitment balance at year-end. Due to the lack of systems in place, it was impracticable 
for me to determine the full extent of the understatement in commitments. 

Employee benefits 

11. The municipality employees participate in a number of defined employee benefit plans. No actuarial 
valuation were performed by the municipality on these plans and no assets or liabilities relating to 
these defined employee benefit plans have been disclosed as required by IAS 19- Employee 
benefits. In the absence of the municipality performing an actuarial valuation on these plans I was 
unable to determine the extent of the liabilities or assets existing as a result of these defined benefit 
plans as it was impracticable to do so. 

Statement of cash flows 

12. Sufficient appropriate audit evidence for cash receipts and payments as disclosed in the statement of 
cash flows, and for reconciling items included in note 27, Cash generated by operations was not 
available. I was unable to confirm these amounts by alternative means and was therefore unable to 
determine whether any adjustments to the statement of cash flows or note 27 are necessary. 

Due to the prior period adjustments and restatement of corresponding figures the corresponding cash 
flows relating to operating, financing and investing activities could not be determined as the calculation 



of these amounts were not supported by sufficient appropriate audit evidence. I was unable to confirm 
these corresponding figures by alternative means. Consequently. 1 was unable to determine whether 
any adjustments to these amounts were necessary. 

Material losses 

13. The municipality did not disclose material losses for water in the financial statements as required by 
section 125(2)(d)(i) of the MFMA. I have not determined the correct disclosure amounts for material 
losses for water as it was impracticable to do so. 

Aggregated immaterial uncorrected misstatements 

14. The financial statements as a whole are materially misstated due to the cumulative effect of numerous 
individually immaterial uncorrected misstatements in the following elements making up the statement of 
financial position and the statement of financial performance: 

• VAT receivable as disclosed in the statement of financial position is overstated by R4,6 million 
(2012; R1,2 million), 

• Long service awards as disclosed in the statement of financial position is understated by R1 ,9 
million (2012: R1,9million) and personnel expenditure as disclosed in the statement of financial 
performance by the same amount. 

Corresponding figures 

Grants and subsidies paid 

15. 1 was unable to obtain sufficient appropriate audit evidence about R117 million grant and subsidies paid 
by the municipality during the 2011-12 financial period reflected as R285,7 million in the statement of 
financial performance. 

Accumulated surplus 

16. The restated balance of the accumulated surplus per the statement of financial position is understated 
by R25,3 million as prior year adjustments were incorrectly processed in the 2013 year and not in the 
2012 year. Consequently, note 31 are also understated by this amount. In addition, I was unable to 
obtain sufficient appropriate audit evidence for R13,7 million relating to the adjustment for prior period 
errors and changes in accounting policies. Consequently, 1 was unable to determine whether any 
further adjustments were necessary to the corresponding figures as a result of these errors. 

Aggregated immaterial uncorrected misstatements 

17. Corresponding figures as a whole are materially misstated by R7,8 million and R4,4 million due to the 
cumulative effect of various individual immaterial uncorrected misstatements making up the statement 
of financial position and the statement of financial performance. These misstatements reported in my 
report on the financial statements for the year ended 30 June 2012 were not addressed in the current 
year. My opinion on the current period’s financial statements is also modified because of the possible 
effect of these matters on the comparability of the current period's figures 


Disclaimer of opinion 

1 8, Because of the significance of the matters described in the basis for disclaimer of opinion paragraphs, 
I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. Accordingly, I do not express an opinion on the consolidated and separate financial 
statements, 

Additional matter 

19, I draw attention to the matter below. My opinion is not modified in respect of this matter. 



Unaudited supplementary information 

20. The supplementary information set out on pages XX to XX does not form part of the financial 
statements and is presented as additional information. I have not audited this schedule and. 
accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

21. In accordance with the PAA and the general notice issued in terms thereof^ I report the following 
findings relevant to performance against predetermined objectives, compliance with laws and 
regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

22. I performed procedures to obtain evidence about the usefulness and reliability of the information in the 
annua! performance report as set out on pages ... to of the annual report. 

23. The reported performance against predetermined objectives was evaluated against the overall criteria 
of usefulness and reliability. The usefulness of information in the annual performance report relates to 
whether it is presented in accordance with the National Treasury's annual reporting principles and 
whether the reported performance is consistent with the planned development objectives. The 
usefulness of information further relates to whether indicators and targets are measurable (t.e. well 
defined, verifiable, specific, measurable and time bound) and relevant as required by the National 
Treasury Framf^work for managing programme performance iriformation (FMPPl). 

The reliability of the information in respect of the selected development objectives is assessed to 
determine whether it adequately reflects the facts (i.e. whether it is valid, accurate and complete). 

24. The material findings are as follows concerning the usefulness and reliability of the information: 

Usefulness of information 

Presentation 

25. Section 46 of the Municipal Systems Act (MSA) requires disclosure in the annual performance report of 
measures taken to improve performance where planned targets were not achieved. Measures to 
improve performance for a total of 40% of the planned targets not achieved were not reflected in the 
annual performance report. This was due to the lack of review of the presentation of the annual 
performance report by management, 

26. Section 46 of the MSA requires disclosure in the annual performance report of measures taken to 
improve performance where planned targets were not achieved. Adequate and reliable corroborating 
evidence could not be provided for all measures taken to improve performance as disclosed in the 
annual performance report. The municipality's records did not permit the application of alternative 
audit procedures, 

27. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to the reliability 
of the measures taken to improve performance. 



Consistency 


28. The MSA, section 41(c), requires that the integrated development plan should form the basis for the 
annual report, therefore requiring consistency of objectives, indicators and targets between planning 
and reporting documents. A total of 72% of the reported indicators are not complete as the indicator 
and target per the approved integrated development plan were not reported on in the performance 
report. This is due to the lack of appropriate systems and processes to ensure reporting are complete 
for all planned indicators and targets set. 

Measurability 

29. The FMPPI requires that performance targets be measurable. The required performance could not be 
measured for a total of 27% of the targets. Management was aware of the requirements of the FMPPI 
but did not receive the necessary training to enable application of the principles. 

Reliability of information 

Basic service delivery 

30. The FMPPI requires that institutions should have appropriate systems to collect, collate, verify and 
store performance information to ensure valid, accurate and complete reporting of actual achievements 
against planned objectives, indicators and targets. 

31. The reported performance information on the basic service delivery objective is materially misstated 
due to the cumulative effect of numerous individually immaterial uncorrected misstatements in the 
targets relevant to the basic service delivery objective. 

32. This was due to the lack of standard operating procedures for the accurate recording of actual 
achievements as well as a lack of review of the validity of reported achievements against source 
documentation. Furthermore, there is a lack of communication internally to report actual performance. 

Additional matter 

33. I draw attention to the following matter below. This matter does not have an impact on the 
predetermined objectives audit findings reported above, 

Achievement of planned targets 

34. Of the total number of 249 targets planned for the year, 132 were not achieved during the year under 
review. This represents 54% of total planned targets that were not achieved during the year under 
review. This was due to underspending of the budget. 

Compliance with laws and regulations 

35. I performed procedures to obtain evidence that the entity has complied with applicable laws and 
regulations regarding financial matters, financial management and other related matters. My findings 
on material non-compliance with specific matters in key applicable laws and regulations as set out in 
the general notice issued in terms of the PAA are as follows; 

Strategic planning and performance management 

36. The municipality did not implement a framework that describes and represents how the municipality's 
cycle and processes of performance planning, monitoring, measurement, review, reporting and 
improvement will be conducted, organised and managed, including determining the roles of the 
different role players as required by sections 38, 39, 40 and 41 of the MSA, read with regulations 7 and 
8 of the Municipal Planning and Performance Management Regulations, 2001. 



37. The performance management system of the municipality was not in line with the priorities, objectives, 
indicators and targets contained in its integrated development plan as the municipality did not 
determine the frequency of reporting and the lines of accountability for performance. The 
municipality's performance management processes does not deal with performance management and 
did not provide for procedures by which the system is linked to the municipality's integrated 
development planning processes, as required by section 38(a) of the MSA and the Municipal planning 
and performance management regulation 7(2)(e, f and g), 

38. The performance management system of the municipality did not provide for the monitoring of 
performance and for the measuring and review of performance at least once per year, with regard to 
each of those development priorities and objectives and against the key performance indicators and 
targets set, as required by section 41 of the MSA. 

Annual financial statement, performance and annual report 

39. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of current 
assets, liabilities, revenue, expenditure and disclosure items identified by the auditors in the submitted 
financial statements were subsequently corrected, but the supporting records that could not be 
provided resulted in the financial statements receiving a disclaimer of opinion, 

40. The annual performance report did not contain a comparison of the performance of the municipality 
and of each external service provider with development priorities, objectives and performance 
indicators as set out in its integrated development plan as required by section 46 of the MSA, 

Budget 

41. Expenditure was incurred in excess of the limits of the amounts provided for in the votes of the 
approved budget, in contravention of section 15 of the MFMA. 

42. Sufficient appropriate audit evidence could not be obtained that monthly budget statements were 
submitted to the mayor and relevant provincial treasury, as required by section 71(1) of the MFMA. 

43. The accounting officer of the entity submitted monthly statements on the state of the entity’s budget to 
the accounting officer of the parent municipality without an explanation of any material variances from 
the service delivery agreements and the business plan, as per the requirements of section 87(1 1 )(g) of 
the MFMA. 

44. The board of directors did not approve the budget of the entity at least 30 days before the start of the 
financial year, as per the requirements of section 87(4) of the MFMA. 

Expenditure management 

45. An effective system of expenditure control, including procedures for the approval, authorisation, 
withdrawal and payment of funds was not in place, as required by section 65(2)(a) of the MFMA. 

46. An adequate management, accounting and information system was not in place which recognised 
expenditure when it was incurred, accounted for creditors and accounted for payments made, as 
required by section 85(2)(b) of the MFMA. 

47. Reasonable steps were not taken to prevent unauthorised expenditure, irregular expenditure and 
fruitless and wasteful expenditure, as required by section 62(1)(d) of the MFMA. 

Conditional grants received 

43, The municipality did not evaluate its performance in respect of programmes funded by the municipal 
infrastructure grant within two months after the end of the financial year, as required by section 12(5) of 
Dora. 



49. The municipality did not timeously submit project registration forms, for projects it intends to implement 
in the 2013-14 financial year, to the department of local government, as required by the Division of 
Revenue Grant Framework, Gazette No, 35399. 

50. The municipality did not submit project implementation plans to the national department (CoGTA), as 
required by the Division of Revenue Grant Framework, Gazette No. 36399, 

51. The municipality did not evaluate its performance in respect of programmes funded by the local 
government financial management grant within two months after the end of the financial year, as 
required by section 12(5) of DoRA. 

52. The municipality did not evaluate its performance in respect of programmes funded by the municipal 
systems improvement grant within two months after the end of the financial year, as required by 
section 12(5) of DoRA. 

53. The municipality did not submit its signed activity plan to the national department (CoGTA), as required 
by the Division of Revenue Grant Framework, Gazette No. 35399, 

54. The municipality did not submitted, within 10 days after the end of each month, its monthly expenditure 
reports to the national department (CoGTA), as required by the Division of Revenue Grant Framework, 
Gazette No. 35399. 

55. The municipality did not comply with the preparations for the next financial year and the 2014-15 
financial year as required by section 26 of the DoRA in that: 

• provincial allocations and projects to be funded from the conditional grant allocations were not 
agreed with those of a category B municipality within its area of jurisdiction by 2 October 2012 

• provincial allocations and projects to be funded from the allocations for the next financial year were 
not submitted to the national transferring officer 

• the final allocations were not submitted to the National Treasury by 7 December 2012. 

56. Unspent conditional grant funds not committed to identifiable projects or not approved by the National 
Treasury for retention were not surrendered to the National Revenue Fund, as required by section 
21(1) of the DoRA. 

Procurement and contract management 

57. Goods and services with a transaction value of below R200 000 were procured without obtaining the 
required price quotations as required by supply chain management (SCM) regulation 17(a) & (c). 

58. Contracts and quotations were awarded to bidders based on points given for criteria that differed from 
those stipulated in the original invitation for bidding and quotations, in contravention of SCM 
regulations 21(b) and 28(1 )(a) and the Preferential Procurement Regulations. 

59. Bid adjudication was not always done by committees which were composed in accordance with SCM 
regulation 29(2). 

60. Contracts and quotations were awarded to bidders based on preference points that were not allocated 
and calculated in accordance with the requirements of the Preferential Procurement Policy Framework 
Act and its regulations. 

61 . Contracts were extended and modified without tabling the reasons for the proposed amendment in the 
council of the municipality, as required by section 1 16(3) of the MFMA. 

62. Contracts were extended or modified without the approval of a properly delegated official, as required 
by SCM regulation 5. 



63. The contract performance and monitoring measures and methods were insufficient to ensure effective 
contract management, as required by section 116(2)(c) of the MFMA. 

64. Construction contracts were awarded to contractors that did not qualify for the contract, in accordance 
with CIDB regulations 17 and 25{7A). 

65. No evidence could be obtained that construction projects were registered with the Construction 
Industry Development Board (CIDB) within 21 days of appointment, as required by section 22 of the 
CIDB Act and CIDB regulation 18. 

66. Persons in the service of the municipality who had a private or business interest in contracts awarded 
by the municipality failed to disclose such interest, as required by SCM regulation 46(2)(e} and the 
code of conduct for staff members issued in terms of the MSA. 

67. The municipal entity did not implement an SCM policy, as required by section 111 of the MFMA. 

Financial misconduct 

68. Unauthorised, irregular and fruitless and wasteful expenditure incurred by the munidpaiiiy was not 
investigated to determine whether any person was liable for the expenditure, in accordance with the 
requirements of section 32(2) of the MFMA. 

69. The condoning of irregular expenditure was not approved by the appropriate relevant authority, as 
National Treasury did not condone the amounts, in accordance with the requirements of sections 1 and 
170 of the MFMA. 

70. The council certified irregular and fruitless and wasteful expenditure as irrecoverable without 
conducting an investigation to determine the recoverability of the expenditure, as required by section 
32(2) of the MFMA. 

71. Unauthorised, irregular, fruitless and wasteful expenditure was not recovered from the liable person, as 
required by sections 32(2) and 102(1) of the MFMA. 

72. Authorisation of unauthorised expenditure was not done through an adjustment budget, as required by 
section 32(2) of the MFMA. 

73. Investigations were not instituted into all allegations of financial misconduct against officials of the 
municipality as required by section 171(4)(a) and 172(3){a) of the MFMA. 

Internal control 

74. 1 considered internal control relevant to my audit of the financial statements, annual performance report 
and compliance with laws end regulations. The matters reported below under the fundamentals of 
internal control are limited to the significant deficiencies that resulted in the basis for disclaimer of 
Opinion, the findings on the annual performance report and the findings on compliance with laws and 
regulations included in this report. 

Leadership 

75. The executive authority only appointed the board of directors of the municipal entity in January 2013 
and as a result the board did not exercise the required oversight responsibilities to ensure compliance 
with laws and regulations and interna! controls. The code of conduct was not communicated to all staff 
and the staff were not trained to properly understand the code and implement it. 

Financial and performance management 

76. The municipality did not have a proper filing system that provides for the maintenance of information 
that supports the reported performance contained in the annual performance report. This includes 
information that relates to the collection, collation, verification, storing and reporting of actual 
performance information. The municipality did not perform monthly reports for performance information 
and compliance that were reviewed by the accounting officer. The municipality did not have sufficient 
implemented controls and or procedures at objective level for purposes of performance reporting. 



77. Management did not implement documented policies and procedures, resulting in numerous instances 
of non-compliance with the MFMA and other relevant laws and regulations, as detailed under the 
'reporting on compliance with laws and regulations section' of this report. Non-compliance with laws 
and regulations reported above could have been prevented had compliance been properly reviewed 
and monitored. The financial statements contained material misstatements that were corrected as a 
result of the audit process, including the restatement of populations. This was mainly due to staff 
members not fully understanding the requirements of the financial reporting framework and the 
municipality not preparing and reviewing monthly financial statements and the high vacancy rate of the 
municipal entity, e.g. the chief financial officer post was only filled on 23 June 2013, 


Governance 


78. The internal control deficiencies identified by internal audit, with recommended actions, were not 
addressed by the municipality during the period. The municipality's audit committee did not report on 
the performance management system or on compliance to council during the period. The municipal 
entity's audit committee and internal auditors were only appointed in May 2013. Therefore, the 
responsibilities relating to the monitoring of internal controls and compliance with laws and regulations 
were not fulfilled, resulting in findings on these matters and material corrections having to be made to 
the financial statements during the audit. 



East London 


13 December 2013 



AUDItOft-tSCNFRAL 

SOUTH AFRICA 
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